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COVPLAI NT
The United States of Anerica, acting under the direction of

the Attorney General, brings this civil action pursuant to



Section 4 of the Sherman Act, as anended, 15 U S.C. § 4, to
obtain equitable and other relief to prevent and restrain
viol ations of Section 1 of the Sherman Act, as anended, 15 U.S.C.

8§ 1. For its Conplaint, the United States all eges:

I .
JURI SDI CT1 ON AND VENUE

1. This Court has jurisdiction of this action and
jurisdiction over the parties pursuant to 15 U S.C. 8 4 and 28
U S C 88 1331 and 1337.

2. Each of the defendants resides, or is licensed to
transact business, or is transacting business in this District.
Venue is proper in this District under 15 U S.C. §8 22 and 28
U S.C § 1391(c).

1.
DEFENDANTS

3. Def endant ALEX. BROAN & SONS INC. is a corporation
organi zed and existing under the laws of the State of Maryl and,
with its principal place of business in Baltinore, Mryl and.

4, Def endant BEAR, STEARNS & CO, INC. is a corporation
organi zed and existing under the laws of the State of Del awar e,
with its principal place of business in New York, New York

5. Def endant CS FI RST BOSTON CORP. is a corporation

organi zed and exi sting under the |laws of the Conmonweal th of



Massachusetts, with its principal place of business in New York,
New Yor k.

6. Def endant DEAN W TTER REYNOLDS, INC. is a corporation
organi zed and existing under the laws of the State of Del aware,
with its principal place of business in New York, New YorKk.

7. Def endant DONALDSON, LUFKIN & JENRETTE SECURI Tl ES CORP.
is a corporation organi zed and existing under the |laws of the
State of Delaware, with its principal place of business in New
Yor k, New YorKk.

8. Def endant FURMAN SELZ LLC is a corporation organi zed and
exi sting under the laws of the State of Delaware, with its
princi pal place of business in New York, New York.

9. Def endant GOLDVAN, SACHS & CO. is a partnership
organi zed and existing under the laws of the State of Del awar e,
with its principal place of business in New York, New YorKk.

10. Defendant HAMBRECHT & QUI ST LLC is a corporation
organi zed and existing under the laws of the State of California,
with its principal place of business in San Franci sco,

Cal i fornia.

11. Defendant HERZOG HEINE, GEDULD, INC. is a corporation
organi zed and existing under the laws of the State of New York,
with its principal place of business in New York, New YorKk.

12. Defendant J.P. MORGAN SECURITIES, INC. is a corporation
organi zed and existing under the laws of the State of Del aware,

with its principal place of business in New York, New YorKk.



13. Defendant LEHVAN BROTHERS, INC. is a corporation
organi zed and existing under the laws of the State of Del awar e,
with its principal place of business in New York, New YorKk.

14. Defendant MAYER & SCHWEI TZER, INC. is a corporation
organi zed and existing under the laws of the State of New Jersey,
with its principal place of business in Jersey City, New Jersey.

15. Defendant MERRILL LYNCH, PIERCE, FENNER & SMTH, INC. is
a corporation organi zed and exi sting under the laws of the State
of Delaware, with its principal place of business in New York,
New Yor k.

16. Defendant MORGAN STANLEY & CO., INC. is a corporation
organi zed and existing under the laws of the State of Del aware,
with its principal place of business in New York, New YorKk.

17. Defendant NASH, WEISS & CO. is a corporation organi zed
and existing under the laws of the State of Delaware, with its
princi pal place of business in Jersey City, New Jersey.

18. Defendant OLDE DI SCOUNT CORP. is a corporation organi zed
and existing under the laws of the State of Mchigan, with its
princi pal place of business in Detroit, M chigan.

19. Defendant PAI NEWEBBER INC. is a corporation organized
and existing under the laws of the State of Delaware, with its
princi pal place of business in New York, New York.

20. Defendant PI PER JAFFRAY INC. is a corporation organized
and existing under the laws of the State of Delaware, with its

princi pal place of business in Mnneapolis, Mnnesota.



21. Defendant PRUDENTI AL SECURI TIES INC. is a corporation
organi zed and existing under the laws of the State of Del awar e,
with its principal place of business in New York, New YorKk.

22. Defendant SALOMON BROTHERS INC. is a corporation
organi zed and exi sting under the laws of the State of Del awar e,
with its principal place of business in New York, New YorKk.

23. Defendant SHERWOOD SECURI TIES CORP. is a corporation
organi zed and exi sting under the laws of the State of Del aware,
with its principal place of business in New York, New YorKk.

24. Defendant SM TH BARNEY INC. is a corporation organi zed
and existing under the laws of the State of Delaware, with its
princi pal place of business in New York, New York.

25. Defendant SPEAR, LEEDS & KELLOGG LP, is alimted
partnership organi zed and existing under the | aws of the State of
New York, with its principal place of business in Jersey Cty,
New Jersey. TROSTER SINGER is a division of Spear, Leeds &
Kel | ogg, LP.

26. Defendant UBS SECURITIES LLC is a corporation organized
and existing under the laws of the State of New York, with its
princi pal place of business in New York, New York.

27. During a part or all of the tine period covered by this
Compl ai nt, each of the defendants identified above served as a
mar ket maker on Nasdaq and purchased and sol d stock on Nasdag.

28. The acts, deeds or transactions charged in this

Conpl ai nt have been done by the defendants and were ordered and



performed by their officers, directors, agents, enployees or
representatives while actively engaged in the managenent,
direction, control or transaction of defendants’ business or

affairs.

L.
CO- CONSPI RATORS

29. Various partnerships, corporations and associ ations,
i ncl udi ng ot her Nasdaq market nakers, not nanmed as defendants in
this Conplaint, have participated with defendants in the

violation alleged in this Conplaint.

I V.
TRADE AND COMVERCE

30. The Nasdaq Stock Market, Inc. ("Nasdag") is the second
| argest securities market (neasured by dollar value of trading)
in the United States.

31. Nasdaq narket makers, including the defendants, have
offices in various states. Their nmarket-nmaking activities, and
the violation alleged in this Conplaint, affect investors |ocated
t hroughout the United States.

32. During the time period covered by this Conplaint,
def endants have traded substantial nunbers of shares of Nasdaq
stock across state lines in a continuous and uninterrupted fl ow

of interstate trade and commerce. The activities of each



def endant as described in this Conplaint have been within the

fl ow of, and have substantially affected, interstate comrerce.

V.
CLAIM FOR RELI EF

33. Defendants are major "market nmakers” in Nasdaq stocks.

34. Market nakers establish their Nasdag quotes in a
particul ar stock by simnultaneously quoting prices at which they
are willing to buy and sell particular Nasdaq stocks. The quote
at which an individual narket maker is willing to buy a

particular stock is known as its "bid"; the quote at which it is

willing to sell is known as its "ask. A market maker’'s bid is
al ways | ower than its ask, and the difference between the two is
known as its "deal er spread.”

35. There are at |east two market nakers in each Nasdaq
stock. These narket nakers are purportedly independent and
purportedly conpete against ot her market makers, by, anong ot her
ways, quoting bid and ask prices on Nasdaqg for particul ar stocks.

36. The market nakers’ bid and ask prices are organi zed and
di spl ayed on Nasdaq’ s conputerized quotation system The market
makers use this conputer systemto change and update their
respective bid and ask prices and to continuously comruni cate
their prices to the other market makers in particul ar stocks.

37. At any given time, one or nore than one market naker

may have the best bid or ask price in a particular stock on



Nasdaq. The highest bid price is known as the "inside bid"; the
| onest ask price is known as the "inside ask.” The difference
between the "inside bid" (the highest price offered by any market
maker to buy that stock) and the "inside ask™ (the | owest price
of fered by any market maker to sell that sane stock) is referred
to as the "inside spread.”

38. Market makers earn noney fromthe difference between the
bid and the ask, or the inside spread. Market nmakers therefore
have an incentive to maintain wi der inside spreads in Nasdaq
stocks than would exist in a conpetitive market.

39. The width of the inside spread in a stock has a direct
i npact on investors in Nasdag stocks. The wi der the inside
spread, the greater the transaction costs for buying and selling
Nasdaq st ocks.

40. Beginning at |least as early as 1989, and continuing to
the date of this Conplaint, a common understandi ng arose anong
t he def endants and ot her Nasdaq narket nakers concerni ng, anong
ot her things, the manner in which bids and asks woul d be
di spl ayed on Nasdaq (the "quoting convention”). Under the
guoting convention, stocks with a dealer spread of 3/4 point or
greater are quoted in even-eighths (quarters). Under the quoting
convention, market nmakers use odd-eighth fractions in their bid
and ask prices only if they first narrow their dealer spread in

the stock in question to less than 3/4 of a point.



41. Defendants and ot her market makers have reached a conmon
understanding to adhere to the quoting convention. This
understanding is evidenced by, anong other things, the follow ng
facts:

a. For a significant nunber of mmjor stocks traded on
Nasdaq, all of which have prevailing deal er spreads of
3/4s of a point or greater, there has been an al nost
conpl ete absence of bid or ask price quotes in odd-

ei ght hs;

b. Def endants and ot her market nakers have used and
continue to use peer pressure to ensure conpliance with
t he common under standi ng by making it known throughout
the industry that it is "unethical™ or "unprofessional"
for a market maker to "break the spread"” by using odd-

ei ghth quotes in stocks with deal er spreads of 3/4s of a
poi nt or greater and by accusi ng nmarket nakers who do so
of "making a Chinese market";

C. Def endants and ot her market nakers have taken
actions to enforce conpliance with the common

under standing and to coerce non-conplying nmarket nakers
to adhere to the conmon understandi ng by, anong ot her

t hi ngs, naking tel ephone calls to market nakers who have
vi ol ated the quoting convention or narrowed the inside

spr ead;



d. Def endants and ot her market nakers have threatened
to refuse, and refused, to deal with traders and firns

t hat have violated the quoting convention;

e. Absent a common understanding, it would not have
been in the economic self-interest of defendants and

ot her market nmakers to narrow their deal er spreads bel ow
3/4s of a point as a condition of being able to adjust
their bid and ask prices in odd-eighths, as a narrower
deal er spread i nposes a greater economc risk to nmarket
maker s;

f. Absent a common under st andi ng, there are numerous
instances in which it would have been in the economc
self-interest of market nmakers freely conpeting with one
another to maintain a deal er spread of 3/4s of a point
or greater and yet have inproved their bid or ask prices
by 1/8 of a point, rather than by 1/4 of a point;

g. Confronted by (1) w despread news reports of an
academ ¢ study that indicated collusion in the Nasdaq
mar ket, and (2) a nmjor and continuing investigation by
the Antitrust Division of the Departnent of Justice, the
def endants and ot her market makers have altered their
guoting practices by using odd-eighth increnents for bid
and ask quotes in some stocks where such increnments were
previ ously avoi ded. This abrupt change in behavi or

cannot be explained by any reduction in the defendants’



42.

costs of doing business, nor by any change in market
structure, trading strategy, or the fundanentals of the
under | yi ng stocks; and

h. Mar ket makers, including defendants and ot hers,
frequently have used and continue to use an el ectronic
trade system known as Instinet on which to buy and sell,
at odd-eighth prices, the same Nasdaqg stock that they
have quoted and continue to quote only in even-eighth
prices on Nasdag. The fact that defendants and ot her
mar ket makers have used and continue to enter orders to
buy and sell Nasdaq stocks at prices quoted in odd-
eighths on a proprietary trading systemthat is

conpar abl e to Nasdaq shows that the absence of odd-

ei ghth quotes on Nasdag is not the result of any
fundanmental attributes of those stocks and is evidence
that the quoting convention has operated and conti nues
to operate on Nasdaq to keep the inside spread in

numer ous Nasdaq stocks at 1/4 point or greater.

The purpose and effect of the quoting convention has

been to raise, fix, and stabilize the inside spread on a

substantial nunber of Nasdaq stocks at a m ni num of 1/4 point.

The quoting convention has had the foll owi ng effects, anong

ot hers:



a. price conpetition anong the defendants and co-
conspirators in the purchase and sal e of Nasdaq
securities has been restrained,
b. i nvestors who have purchased or sold Nasdaq
securities have been deprived of the benefits of free
and open conpetition in the purchase and sal e of Nasdaq
securities; and
C. the inside spread on a substantial nunber of Nasdaq
stocks has been wider than it would have been in a
conpetitive market, resulting in higher transaction
costs for buying and selling Nasdaq stocks.
43. Unl ess permanently restrained and enjoi ned, defendants
and ot her market makers will continue to agree and adhere to the
guoting convention, in violation of Section 1 of the Sherman Act,

15 U.S.C § 1.

VI .
PRAYER FOR RELI| EF

WHEREFORE, plaintiff prays:

1. That the Court adjudge and decree that the defendants
have conbi ned and conspired to restrain interstate trade and
commerce in violation of Section 1 of the Sherman Act.

2. That the defendants, their officers, directors, agents,
enpl oyees, and successors and all other persons acting or

claimng to act on their behalf be enjoined and restrained from



in any manner, directly or indirectly, continuing, naintaining,
or renewi ng the conbi nati on and conspiracy herei nbefore all eged,
or fromengaging in any other conbination, conspiracy, contract,
agreenent, understanding or concert of action having a simlar
pur pose or effect, and from adopting or follow ng any practice,
pl an, program or device having a sim|lar purpose or effect.

3. That plaintiff have such other relief as the Court nay

deem just and proper.



4. That plaintiff recover the costs of this action.
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